
South Florida Water Management District
Governing Board

Audit and Finance Committee
AGENDA

This meeting is open to the public

August 13, 2008
10:00 AM

District Headquarters - Storch Room
3301 Gun Club Road

West Palm Beach, FL 33406
All or part of this meeting may be conducted as a teleconference in order to permit maximum
participation of Governing Board members.  The order of items appearing on the agenda is
subject to change during the meeting and is at the discretion of the presiding officer. Public
Comment will be taken at the end of the meeting.

1. Call Meeting to Order - Charles Dauray, Chair

2. Approval of Minutes

Approval of the minutes for the April 9, 2008, meeting held in West Palm
Beach
See supporting document: MIN_AF_040908.pdf

3. Changes to Agenda - Annette Carter, Director, Office of Governing Board
& Executive Services

4. Financing Timeline Update for "River of Grass" Acquisition - Paul E.
Dumars, Sr., Chief Financial Officer (ext. 6212)
See supporting document: Financing Timeline.pdf

5. Debt Policy Modification Discussion - Paul E. Dumars, Sr., Chief Financial
Officer (ext. 6212)
See supporting document: debt policy memo.pdf
See supporting document: existing debt policy as of 7 29 08.pdf

6. Third Quarter Investment Update - Stephen Freilich, Treasurer (ext. 6819)
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http://my.sfwmd.gov:80/govboard_comm/docs/F2024777696/Financing Timeline.pdf
http://my.sfwmd.gov:80/govboard_comm/docs/F1976621616/debt policy memo.pdf
http://my.sfwmd.gov:80/govboard_comm/docs/F878422265/existing debt policy as of 7 29 08.pdf


7. Self-Insurance Fund Reserve Policy - Aaron Basinger, Director, Finance
& Administration (ext. 6660)
See supporting document: Self Insurance Policy.pdf
See supporting document: Self insurance reserve resolution.pdf
See supporting document: Self-insurance reserve memo.pdf

8. Public Comment
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1. Call Meeting to Order - Charles Dauray, Chair
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2. Approval of Minutes

Approval of the minutes for the April 9, 2008, meeting held in West Palm
Beach
See supporting document: MIN_AF_040908.pdf
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South Florida Water Management District
Governing Board

Audit and Finance Committee
MEETING MINUTES

April 9, 2008
10:00 AM

District Headquarters - Storch Room
3301 Gun Club Road

West Palm Beach, FL 33406
Members Present:
Michael  Collins Charles  Dauray Shannon Estenoz
Patrick  Rooney

1. Call to Order - Charles Dauray, Committee Chair

Chair Dauray called the meeting to order at 10:00 am.
Note:  Shannon Estenoz arrived at 10:15 am.

2. Approval of Minutes

Approval of the February 13, 2008, meeting minutes held in West Palm Beach,
Florida.

Motion made by Michael Collins, seconded by Patrick Rooney.
There were no changes to the agenda.
 Motion made by Michael Collins, seconded by Patrick Rooney to approve the
following item:(2).  Vote called.  Voting yes:  Charles Dauray, Patrick Rooney,
Michael Collins.  Motion passed.

3. Changes to Agenda

There were no changes to the agenda.

4. FY06-07 Annual Audit Management Letter & Single Audit Discussion - Tony
Brunson, Partner, Sharpton & Brunson, CPA's
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Aaron Basinger provided introductory information on the annual audit for FY 2007.

Tony Brunson, Sharpton & Brunson, presented information on the scope of the
Audit which included:
- Audit of Financial Statements Pursuant to Generally accepted auditing standards
and government auditing standards.
- Review of Internal Controls Governing
- Financial Operations, as well as laws and regulations.
- Tests of compliance with major federal awards and state projects
- Audit in accordance with the provisions of Chapter 10.550, rules of Florida Auditor
General.
Mr. Sharpton reported on the statement of financial position, the operating
expenses for FY06 and FY07 and the results and comments of the audit.
Mr. Collins made a motion to accept the Annual Financial Audit for the Fiscal Year
ended in September, seconded by Shannon Estenoz.Vote called.  Voting yes:
Charles Dauray, Patrick Rooney, Michael Collins.  Motion passed.

Mr. Collins requested the Committee negotiate with Sharpton Brunson & Company
to perform an audit of the enterprise resource planning system (SAP).

Mr. Collins made a motion to have the Inspector General negotiate with Sharpton
Brunson & Company to perform an audit of enterprise resource planning system
(SAP) seconded by Shannon Estenoz. Vote called.  Voting yes:  Charles Dauray,
Patrick Rooney, Michael Collins.  Motion passed.

Mr. Williams said he will meet with Sharpton Brunson & Company in order to
provide a scope of work and funding for this audit.  A special Audit & Finance
Committee will be held in one month to discuss this audit.

5. General Engineering and Professional Services/Small Business Enterprise Program
Update - Frank Hayden, Department Director, Procurement Department

Frank Hayden, Department Director, Procurement Department, presented an
update on the Small Business Enterprise (SBE) program and the General
Engineering and Professional services soliciation.

Mr. Hayden provided background information on the SBE program and results from
implementing the Inspector General's audit recommendation on the General
Engineering Services contracts.

The Committee commended staff for doing a great job implementing the SBE
Program.

6. Implementation of Recommendations from Independent Review of Investment
Policies and Strategies - Paul E. Dumars, Sr., Chief Financial Officer, Executive
Office and Stephen Freilich, Treasurer, Executive Office
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Paul Dumars, Chief Finanicial Officer, provided preliminary information on the
independent review of investment policies and strategies.  A memo was distributed
detailing the staff's responses to all recommended changes.

Stephen Freilich, Treasurer, reported on the newly formed internal Treasury
Investment Committee members and the meeting that was held on April 3rd.

Mr. Freilich also provided a brief review of the additional recommendations to
investment policy changes and improvements to treasury-related investment
activities.

Treasury staff will be distributing a newly revised investment policy for the Audit and
Finance Committee's approval and ultimate adoption by the Board at the next Audit
and Finance Committee meeting.

7. Modifications to Inspector General's Annual Audit Work Plan - John Williams,
Inspector General

John Williams, presented information on the modifications for the FY2008 Audit
Plan.

To add:  Audit of SCADA Implementation and Operations.

To defer:  Audit of the Vegetation Management Program.

  Motion made by Michael Collins, seconded by Patrick Rooney to modify the
Inspector General's Annual Audit as specified above.Vote called.  Voting yes:
Charles Dauray, Patrick Rooney, Michael Collins.  Motion passed.

8. Inspector General's Office Update - John Williams, Inspector General

Mr. Williams presented an update on the Inspector General Office's audit and
investigation activities.

9. Old Business / New Business

U.S. Army Corps of Engineers representative, Stuart Appelbaum, Deputy for
Restoration Program Management, provided an update regarding in-kind credit
approvals.

He reported they have worked through the backlog and the District and Corps have
agreed on procedures for approving in-kind credit.

Mr. Appelbaum reported that $150 million out of $155 million of in-kind credit
requested has been approved.  The other 5 million has been deferred.

10. Public Comment
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There was no public comment.

Mr. Dauray adjourned the meeting at 12:00 pm.

_____________________________________
Charles Dauray
Chairman
Audit and Finance Committee

Recorded By:

__________________________________
Cathy Widness
Administrative Assistant Senior
Governing Board and Executive Services
SFWMD
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3. Changes to Agenda - Annette Carter, Director, Office of Governing Board
& Executive Services
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4. Financing Timeline Update for "River of Grass" Acquisition - Paul E.
Dumars, Sr., Chief Financial Officer (ext. 6212)
See supporting document: Financing Timeline.pdf
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Governing Board Workshop 
August 13, 2008 

River of Grass Acquisition 
Upcoming Financial Milestones 

 
July 

• Rating Agency Presentation Outline & First Draft 
• Distributed Draft Letter of Credit (LOC) / Liquidity RFP 

 
August  

• Distribute Draft Preliminary Official Statement  
• Distribute Revised Financing Documents (including all associated bond 

resolutions) 
• Final Review of Rating Agency Presentations 
• Receive Bank LOC / Liquidity Responses 
• Recommendation of LOC / Liquidity Bank 

 
September 

• Present Plan of Finance to Audit & Finance Committee, Governing Board, 
Not-for-Profit (NFP) Corporation 

• Formal Rating Agency Presentations 
• Governing Board approval of Revised Debt Management Policy 
• Distribute Series A & B Documents 
• Distribute Rating Agency & Insurer Packages  

 
October 

• Ratings Due from Rating Agencies 
• Insurance Bids and Commitment Due 
• End of “Go-Stop” Period 
• Final Document Review by Working Group 
• Distribute all Documents for Governing Board agenda 

 
November 

• Complete investor internet marketing 
• Governing Board & NFP Final Approval Required of Debt Issuance 
 

 
December 

• Distribute Draft Closing Documents 
• Pre-Closing (sign documents) 
• Closing (transfer funds) 
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5. Debt Policy Modification Discussion - Paul E. Dumars, Sr., Chief Financial
Officer (ext. 6212)
See supporting document: debt policy memo.pdf
See supporting document: existing debt policy as of 7 29 08.pdf
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M E M O R A N D U M  
 
 
TO:  Audit & Finance Committee Members 
\ 
FROM: Paul E. Dumars, Sr., Chief Financial Officer 
 
DATE: August 13, 2008 
 
SUBJECT: Debt Policy Discussion 
 
The objective of this memorandum and attachment is to review the District’s current 
debt policy and introduce potential modifications.  Highlights of the discussion will 
include: 
 

1) Amending the existing debt service benchmark level from 20 percent up to a 
maximum of 30 percent of available ad-valorem and related revenues;  

2) Amending the existing debt-per-capita benchmark level from $250 to $350; 
3) Adding language to include interest rate hedging products which can reduce debt 

service payments and provide additional flexibility in structuring the proposed 
financing; and, 

4) Adding language which will more clearly reflect the District’s ability to access 
taxable as well as tax exempt credit markets. 

 
Pending direction from the Audit and Finance Committee discussion and the future 
project financing requirements, final debt policy modifications will be presented to the 
Audit & Finance Committee and full Governing Board for approval in September.  
 
If you have any questions, please contact Paul E. Dumars, Sr. at extension 6212.   
 
c:  Attachment 
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//South Florida Water Management District, Florida/SOUTH FLORIDA WATER 
MANAGEMENT DISTRICT POLICIES AND PROCEDURES Codified through 
Resolution No. 2008-328, adopted March 13, 2008. (Supplement No. 5, Update 
1)/Chapter 110 FINANCE*/ARTICLE IV. DEBT MANAGEMENT* 
 
 
ARTICLE IV.  DEBT MANAGEMENT* 
 
__________ 
*Editor's note:  Res. No. 2005-430, adopted April 13, 2005, enacted a new Art. III as set 
out herein. The former Art. III pertained to similar subject matter, consisted of §§ 110-
41--110-45, and was derived from R.M. No. 26.   
 
__________ 
 
Sec. 110-41.  Purpose. 
(a)   The purpose of this policy is to establish guidance for the issuance and management 
of the debt of the South Florida Water Management District (hereinafter referred to as the 
"District"). Debt includes short-term and long-term obligations issued by the District. 
(b)   This policy provides guidance when planning and evaluating alternative funding 
plans and decisions for capital projects. The Governing Board, District staff, and other 
participants are able to evaluate the impact of funding decisions on the District's debt 
position and credit quality. The policy and related guidelines enable the financial team to 
identify and address potential concerns and alternatives early in the capital planning and 
debt issuance process. It is important to manage the level of indebtedness in a manner 
which is both responsive to public trust and consistent with the District's Principles of 
Sound Financial Management. 
(c)   The District recognizes that borrowing money is at times an essential and cost-
effective method of alternative financing needed to fund projects in carrying out its 
mission. The purpose of this policy is to adapt and implement sound debt management 
practices. It should aid in executing debt strategies that will continue the District's 
financial health and stability. 
(d)   Debt management helps accurately evaluate the impact of each financing decision on 
the District's debt position and credit quality. Sound debt issuance and management 
enhances credit quality and improves access to credit markets by demonstrating 
responsible management to credit analysts, underwriters, rating agencies and investors. 
Adherence to the policy should enhance the District's credit standing, improve the 
District's access to tax-exempt credit markets and reduce costs of debt issuance. 
(e)   The policy includes, but is not limited to, traditional financing vehicles such as tax, 
revenue and/or bond anticipation notes; capital and operating leases, general obligation 
bonds; revenue bonds, commercial paper and certificates of participation. 
(f)   This policy is designed to: 
(1)   Set forth a liability management structure to facilitate the sound and efficient 
management of District debt, addressing both practical aspects of liability management 
and philosophical aspects. 
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(2)   Provide guidelines that control the overall debt management process so that all 
liabilities are managed in accordance with stated objectives. 
(3)   Encourage and require communication between staff, the Board, District staff and 
the District's advisors (legal and financial). 
(4)   Develop formalized criteria for evaluating and establishing the basis for comparing 
actual performance results achieved by debt management. 
(Res. No. 2005-430, 4-13-2005) 
 
Sec. 110-42.  Scope. 
The scope of this comprehensive debt policy covers all District borrowings authorized by 
Florida Statutes, Chapter 373 (Water Resources). This includes both general obligation 
debt and revenue supported debt and other forms of indebtedness including certificates of 
participation. 
(Res. No. 2005-430, 4-13-2005) 
 
Sec. 110-43.  Permissible Debt. 
Debt is an integral part of the District's ongoing financial management program. Both 
short-term and long-term debt helps the District accomplish its core goals. Annual 
operating and capital revenues are cyclical, which may require the use of short-term 
financings. At the same time, the useful life of new and renovated facilities is often 30 
years or more. As a result, it is prudent financial management to employ short-term and 
long-term financings as a cash management tool and to facilitate matching assets and 
liabilities. 
(Res. No. 2005-430, 4-13-2005) 
 
Sec. 110-44.  Debt Consideration Factors. 
(a)   This debt policy is one element of the District's financial service program strategy. 
However it must recognize that debt is but one tool in implementing that strategy. Its use 
commits the District to long-term fixed cost commitments. As a result, these 
commitments need balancing with the commensurate reduction of future discretionary 
spending. 
(b)   All planning participants need to review a number of factors when considering debt 
issuance. These include: 
(1)   The legal constraints and authority of Florida Statutes. 
(2)   The nature of projects to be financed: non-recurring major projects or recurring 
routine projects. 
(3)   The demand or requirement timeline for the project. 
(4)   The condition of the District's water control system infrastructure and other fixed 
assets and their need for replacement, or expansion. 
(5)   The urgency of the financing need and the economic cost of delaying. 
(6)   The balance between pay-as-you-go versus debt financing. 
(7)   The impact on current and future spending flexibility. 
(8)   The intergenerational equity of who should pay for the capital projects. 
(9)   The availability of alternative funding and debt repayment sources and future uses of 
those revenue streams. 
(10)   The overall impact on the District's financial condition. 
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(11)   The current debt interest rates and the tax-exempt bond market. 
This policy is set forth to provide a framework to apply the foregoing factors while 
assuring access to debt markets. 
(c)   The District shall project debt requirements on a five-year basis to facilitate better 
short-term decisions in light of other priorities that may arise and to examine the longer-
range implications and effects of debt issuance. Debt plans and targets shall be reviewed 
annually in conjunction with the capital projects plan. 
(d)   In an effort to conserve debt capacity, the District shall borrow only when necessary 
and weigh pay-as-you-go capital financing to the extent practical. Financing alternatives 
other than debt financing shall be explored. Funding priorities should determine the 
validity of funded projects. Long-term borrowing shall not be used to finance current 
operations or normal maintenance. 
(e)   Ensuring adequate funding sources rests with the District's Executive Director (or 
Chief Financial Officer). This will be accomplished through the Executive Director's 
presentation of the District's annual budget to the Governing Board. Upon Governing 
Board approval of an annual budget in which borrowing has been determined to be a 
viable funding source, the District Treasurer is responsible for implementing a debt 
management plan. 
(f)   Failure to comply with any part of this policy shall not affect the validity of any 
indebtedness of the District. As a framework for debt issuance, deviation from the policy 
will be allowed based on the recommendation of the Chief Financial Officer and with 
Governing Board approval. However, every effort shall be made to comply with the 
policies and practices set froth herein. Any deviation from such policies and practices 
shall be justified due to extraordinary circumstances. 
(Res. No. 2005-430, 4-13-2005) 
 
Sec. 110-45.  Short-Term Debt. 
(a)   The District may issue obligations with a maturity of not more than one year 
("Notes") to fund anticipated short-term cash flow needs. Short-term borrowing may be 
used for the purposes authorized by law. Short-term debt, such as commercial paper, lines 
of credit with financial institutions, tax anticipation notes, or bond anticipation notes, 
may be used when it provides immediate financing and an interest cost advantage or the 
advantage to delay long-term debt until market conditions are more favorable. 
(b)   The following may be a factor for consideration when issuing short-term debt: 
(1)   Short-term debt is a vehicle to deal with temporary cash flow needs. This arises 
when cash receipts do not follow the same pattern as cash outlays. 
(2)   Short-term debt is also used to handle unexpected costs resulting from natural 
emergencies or other significant unexpected events. 
(3)   Short-term debt may be used in anticipation of issuing a long-term bond for capital 
financing. This form of financing offers an opportunity to borrow for short periods until 
the true, final costs of a project (e.g., a new field station facility or reservoir) are known 
or to accumulate capital costs until permanent financing is implemented by issuing long-
term debt or to minimize negative arbitrage during construction. 
(Res. No. 2005-430, 4-13-2005) 
 
Sec. 110-46.  Long-Term Debt. 
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(a)   Long-term borrowing shall not exceed the estimated life of the capital assets 
financed and shall not finance current operations or normal maintenance. Long-term 
financing is used to generate capital for financing the construction, purchase, or 
improvement of major fixed assets, and land. 
(b)   The District will not issue long-term debt obligations or use long-term debt proceeds 
to finance current operations (except when using excess proceeds to make debt 
service/lease payments as provided for in the financing documents). For purposes of this 
policy, long-term debt includes bonds, leases, certificates of participation and other 
similar obligations. The District may utilize long-term debt for the acquisition, 
construction or renovation of facilities or the acquisition of land or equipment that cannot 
be funded from current revenue sources or in such cases where it is more equitable to 
finance the facility or equipment over its useful life. The District may also issue long-
term debt to refund all or a portion of its outstanding debt subject to limitations detailed 
in this policy. When debt is used to finance capital improvements, the financing term will 
be for a period not to exceed the useful life of the facilities or equipment with a 
preference that the final maturity not exceed 30 years from the issuance date. 
(Res. No. 2005-430, 4-13-2005) 
 
Sec 110-47.  Measures of Debt Levels and Debt Issuance Limits. 
The District's debt burden shall not exceed the benchmark levels, set forth below, and no 
additional debt shall be authorized if the projected debt burden would exceed such levels: 
(1)   The net debt-per-capita shall not exceed $250. 
(2)   Debt service (including payments required on certificates of participation to 
accelerate the Comprehensive Everglades Restoration Plan - Acceler8) shall not exceed 
20% of the available ad-valorem revenues, related interest income thereon and permit fee 
revenue. 
(3)   The debt-to-assessed value shall not exceed .30% of the assessed value of property 
within the District. 
(Res. No. 2005-430, 4-13-2005) 
 
Sec 110-48.  Financing for Acceler8; the Accelerated Comprehensive Everglades 
Restoration Plan Projects. 
The goal of financing the Acceler8 projects will include the following principles: 
(1)   The acceleration of Comprehensive Everglades Restoration Plan projects shall not 
result in an increase in State funding or millage rates levied by the South Florida Water 
Management District. 
(2)   As part of the annual statutory water management district budget review, or as 
needed, each project to be accelerated (and not previously approved) and the related 
funding (including debt issuance) shall be subject to review and approval by the 
Executive Office of the Governor. Additionally, the finance plan and sale of each series 
of Certificates of Participation shall be subject to review by the Executive Office of the 
Governor. 
(3)   The finance plan for accelerating the Comprehensive Everglades Restoration Plan 
shall be flexible so that the amount and timing of any borrowings can be adjusted as 
circumstances warrant. For example, the finance plan may require modification for 
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changes in estimated project cost, assumptions for the growth in the tax base or 
construction schedules. 
(4)   The borrowing for each accelerated Comprehensive Everglades Restoration Plan 
project shall be consistent with the District's debt management policies that are effective 
from time to time. 
(5)   Bond financing professionals will be selected through a Request for Proposals 
process and that debt be sold by competitive sale unless a negotiated sale of bonds is 
supported by an analysis and recommendation that it would be more cost-effective. 
(6)   Consideration shall be given but not limited to the level of interest rates, duration of 
the debt and prepayment penalties in order to minimize the interest cost for accelerating 
the Comprehensive Everglades Restoration Plan. 
(Res. No. 2005-430, 4-13-2005) 
 
Sec. 110-49.  Selection of Professionals. 
Underwriters and other financing professionals will be selected through a Request for 
Proposals process. In addition, during the selection process, the following should be 
observed: 
(1)   All proposals should be evaluated by a selection committee; 
(2)   Each proposal should be evaluated independently by each selection committee 
member with no communication among grading committee members regarding the merits 
of any proposal; 
(3)   There shall be no lobbying of or communication with any Board member, employee 
of the District or selection committee member by any respondent to a Request for 
Proposal, its representative or lobbyist for such respondent, regarding the merits of the 
respondent's proposal. Each Request for Proposal shall include, but not be limited to, the 
following applicable provisions: 
a.   Each underwriter or other financing professional shall provide information on the 
outcome of any litigation or administrative proceeding, during the last two years prior to 
the date of the Request for Proposal, adverse to the underwriter or other financing 
professional in any matter related to the professional activities of the underwriter or other 
financing professional; 
b.   Each underwriter shall provide an estimate of the amounts for each component of the 
gross underwriting spread; 
c.   Each underwriter shall certify in their proposal that all information provided in the 
proposal is true and accurate and that they have complied with the prohibition on 
lobbying or communication with any Board member, employee of the District or member 
of the selection committee. 
(Res. No. 2005-430, 4-13-2005) 
 
Sec. 110-50.  Selecting Debt Sale Methods. 
(a)   Issuance of debt will be through a competitive sale unless a negotiated sale of bonds 
is supported by an analysis and recommendation that it would be more cost effective. The 
Following Method of Sale Guidelines shall be used. These guidelines apply to the sale of 
bonds, certificates of participation, loans, notes, lines of credit or any other form of 
indebtedness of the District. 
TABLE INSET: 
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      Conditions Favoring a 
Competitive Sale    

Conditions Favoring a 
Negotiated Sale    

Debt Structure            

            

Pledged 
Revenues    G.O. or Strong Revenue Stream    Non-Tax based or Project 

Supported Revenue    

Security 
Structure    

Conventional Resolution and Cash 
Flow; Rate Covenant and 
Coverage    

Unusual or Weak Covenants    

Debt Instrument  
  

Traditional Serial and Term 
Bonds    

Innovative, complex issues 
requiring special marketing, or 
refunding issues    

Size    A smaller transaction size which 
can be comfortably managed    

A larger size which the market 
cannot readily handle    

Credit Quality            

            

Rating    "A" or Better    Below single "A"    

Outlook    Stable    Uncertain    

Issuer            

            

Type of 
Organization    Well Known, General Purpose    Special Purpose, Independent 

Authority    

Frequency of 
Issuance    

Regular Borrower in Public 
Market    New or Infrequent Issuer    

Market 
Awareness    Active Secondary Market    Little or No Institutional 

Awareness    

Market 
Conditions            

            

Interest Rates    Stable; Predictable    Volatile    

Supply and 
Demand    

Strong Investor Demand, Good 
Liquidity    Oversold, Heavy Supply    

Changes in Law  
  None    Recent or Anticipated    
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(b)   If a decision is made to incur debt on a negotiated basis, the following shall be 
observed in the execution of the transaction: 
(1)   A Financial Advisor knowledgeable and experienced with the type of transaction 
contemplated shall be retained to provide, at a minimum, advice and a written opinion as 
to the reasonableness of interest rate on the debt being incurred, the gross underwriting 
spread or any other fees and expenses on the transaction; 
(2)   Details of the transaction regarding gross spread and its components, participation 
levels for the underwriting syndicate, priority of orders that are acceptable to the District, 
designation policies to apply and any other provisions which determine the cost of the 
transaction to the District and the method of compensation for the financing professionals 
must be agreed to at least three days prior the execution of the transaction unless that time 
period is waived by the Chief Financial Officer and the Executive Director. 
(Res. No. 2005-430, 4-13-2005) 
 
Sec. 110-51.  Financing Structure. 
(a)   The financing structure-consisting of principal amortization, call provisions, 
coupons/yields, credit enhancement, use of derivative products, etc-will be developed for 
each financing after considering relevant market conditions and then current practices. 
Each structure will be developed to provide the lowest long-term effective financing cost 
while considering all relevant risk factors and providing the greatest flexibility to extract 
additional value as market conditions change over time, i.e., refund debt, terminate 
swaps, etc. 
(1)   Amortization Structure.  Principal should be structured to provide level debt service 
payments for the life of the transaction. "Wrapped debt service" and "bullet maturities" 
that defer the amortization of principal may be appropriate for certain financings, but 
should only be employed when deemed absolutely necessary.   
(2)   Issuing Variable Rate Debt.  The District may issue variable rate obligations in 
amounts and in proportion to its fixed rate debt that meet with rating agency guidelines, 
the risks can be effectively managed, and the District and its Financial Advisor determine 
are appropriate to achieve the District's goals. In determining the proper amount of 
variable rate debt, the risks associated with variable rate debt must be carefully evaluated. 
Accordingly, the following risk factors shall be evaluated and taken into consideration or 
implemented prior to incurring variable rate debt:   
a.   Interest rate risk. This is the risk that short-term interest rates will increase and remain 
high over an extended period causing the District's cost of funds to increase over time or 
creating budgetary challenges if the interest cost exceeds the amount budgeted for debt 
service. Ways to manage the interest rate risk include limiting the amount of variable rate 
debt to a set percentage of total debt and establishing a limit on the amount of variable 
rate debt to a certain percentage of the District's short-term investments, thereby 
providing a hedge for the interest rate risk associated with variable rate debt. Ways to 
manage the effect on the budget include, but are not necessarily limited to, budgeting for 
debt service at an estimated high rate of interest or budgeting based upon a one-year 
historical average of short-term rates plus an additional amount of interest rate to provide 
for possible increases in short-term rates during the budget year. A system to monitor 
variable rates must be implemented in order to assess the effect on the budget, the overall 
and cost of capital and to ensure that interest rate resets are at market rate. 

2525



b.   Renewal risk of external liquidity. Because short-term variable rate instruments 
typically have a feature which allows the investors to put the securities back to the 
District, a liquidity facility is normally used which provides sufficient money to satisfy 
the put in the event that the bonds cannot be remarketed to other investors. The duration 
of liquidity facilities are typically much shorter than the maturity of the variable rate debt 
creating the need to renew an existing liquidity facility or obtain a new liquidity facility. 
Relatively frequent renewal of a liquidity agreement creates the risk that liquidity costs 
will increase over time. The availability, terms and cost of liquidity facilities are also 
uncertainties which should be considered when evaluating the use of variable rate debt. 
c.   Tax risk. This is the risk of change in Federal tax rates which would cause tax-exempt 
variable interest rates to increase permanently relative to taxable interest rates. 
d.   When evaluating a variable rate debt, there are costs in addition to those normally 
incurred with fixed rate bond issues which must be evaluated. Those additional costs 
include, but are not necessarily limited to, fees for remarketing agents, tender agents and 
liquidity providers. 
(b)   Credit Ratings. The credit review process incorporates both quantitative analysis 
(fund balance, debt levels, and wealth levels) and qualitative factors (management 
experience, political climate and policies/procedures). As a result, credit ratings provide 
an indication of both the short-term and long-term financial health of the District. Higher 
credit ratings also result in reduced borrowing costs and decreased cost of bond 
insurance. 
(c)   The District will exercise prudence and diligence in preparing its budget and 
managing its finances to maintain its current ratings and obtain rating upgrades that 
reflect the District's commitment to conservative financial management practices and will 
strive to achieve and maintain a superior investment grade bond rating for its obligations. 
(d)   Credit Enhancements. Credit enhancements (insurance, letters of credit, etc.) will be 
used only in those instances where the anticipated present value savings in terms of 
reduced interest expense exceeds the cost of the credit enhancement. 
(e)   Investing Debt Proceeds. Safety of capital is regarded as the highest priority in 
handling of investment of debt proceeds. All other investment objectives are secondary to 
the safety of capital. District staff and the Financial Advisor will develop investment 
strategies that are consistent with the investment policy and provide the maximum return 
while complying with this policy of safety and security being of paramount importance. 
Additionally, District staff, and the Financial Advisor will attempt to structure 
investments that allow the District to meet exceptions to the arbitrage rebate requirements 
in the Code. Debt proceeds are only to be invested in permitted investments, as defined in 
financing agreements, escrow agreements, resolutions, law and the District's written 
investment policy. Neither the District nor any other person under its control or direction 
will make any investment of bond proceeds in any manner that would cause the bonds to 
be deemed arbitrage bonds by the Internal Revenue Service. The District will comply 
with all federal tax arbitrage regulations. 
(Res. No. 2005-430, 4-13-2005) 
 
Sec. 110-52.  Debt Refundings. 
The District will monitor outstanding debt in relation to existing conditions in the debt 
market and may refund any outstanding debt when sufficient cost savings can be realized. 
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Debt may be refunded as long as the net present value savings meets District targets for 
refunding considering the then level of interest rates on historical basis and the term of 
the bond to be refunded. A target of 5% savings on the refunded obligations par amount 
is appropriate with minimum of at least 3% savings where market conditions, historical 
interest rates, and bond maturities make a lower threshold appropriate for consideration 
by the Chief Financial Officer. Initial evaluation and documentation may be commenced 
at the three percent savings level. Additionally, unless circumstances warrant a deviation 
therefrom, the refunding bonds should be structured to achieve level annual savings and 
should not exceed the remaining life of the bonds being refunded. There may be other 
circumstances which warrant a refunding such as to restructure outstanding indebtedness 
or eliminate covenants deemed burdensome but such circumstances should be considered 
extraordinary to justify a refunding of outstanding debt. 
(Res. No. 2005-430, 4-13-2005) 
 
Sec. 110-53.  Derivative Products. 
(a)   In structuring a particular financing, the District may employ the use of derivative 
products, which include, but are not limited to the following, interest rate swap 
agreements, interest rate exchange agreements, funding agreements, hedges, collars, 
options, puts or caps. In determining whether to apply a derivative product to a 
transaction, the District shall take into consideration all relevant risk factors, including, 
by way of example: (i) the creditworthiness of the provider of the derivative product 
provider (Counterparty Risk); (ii) the risk that the derivative may be terminated early and 
that a termination payment may be due from the District (Termination Risk); (iii) the risk 
that the payments received by the District under the derivative product do not correspond 
to the payments being made by the District on its underlying variable rate debt (Basis 
Risk); (iv) the risk that a change in federal tax would adversely affect the relationship 
between payments received under the derivative product and payments made on 
underlying debt (Tax Risk); and the risk that the District may not be able to assign the 
derivative product to another party (Liquidity Risk). Additionally, the District will work 
with its Financial Advisor to carefully structure a derivative product that best serves the 
needs of the District. 
(b)   The District shall adopt a comprehensive derivatives policy prior to the use of any 
derivative product. Additionally, the use of any derivative shall be subject to the same 
approval required for the issuance of debt, including review and approval by the 
Executive Office of the Governor, as required by the Memorandum of Agreement 
between the Executive Office of the Governor and the District dated October 14, 2004. 
(Res. No. 2005-430, 4-13-2005) 
 
Sec. 110-54.  Compliance and Reporting. 
(a)   Disclosure Policy.  The District will:   
(1)   Provide full and fair disclosure in connection with the initial sale and distribution of 
its publicly marketed debt instruments and to provide ongoing secondary market 
information, in compliance with the requirements of applicable Federal and State 
securities laws, rules and regulations, including Securities and Exchange Commission 
Rule 15c 2-12. 

2727



(2)   Follow a policy of full disclosure in all financial reports and official statements 
issued for indebtedness. 
(b)   Budget Debt Service Payments.  Annually the District's Chief Financial Officer will 
include in the proposed budget presented to the Governing Board for its consideration 
and approval the appropriations necessary to make the required debt service and lease 
payments during the fiscal year.   
(c)   Compliance with Financing Covenants, Federal and State Law.  The District shall 
comply with all covenants and requirements of financing resolutions, and State and 
Federal laws authorizing and governing the issuance and administration of debt 
obligations including all Federal tax law requirements to maintain the tax-exempt status 
of interest on the District's debt.   
(d)   Bond Yield Arbitrage Monitoring.  The District shall prepare or cause to be prepared 
annual arbitrage calculations to monitor the earnings on its debt proceeds for each debt 
series and determine whether a rebate is necessary.   
(Res. No. 2005-430, 4-13-2005) 
Secs. 110-55--110-60.  Reserved. 
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6. Third Quarter Investment Update - Stephen Freilich, Treasurer (ext. 6819)
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7. Self-Insurance Fund Reserve Policy - Aaron Basinger, Director, Finance
& Administration (ext. 6660)
See supporting document: Self Insurance Policy.pdf
See supporting document: Self insurance reserve resolution.pdf
See supporting document: Self-insurance reserve memo.pdf
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CHAPTER 110- FINANCE 
 
ARTICLE III .  BUDGETARY AND FINANCIAL CONTROL 
 
Section 110-26. Self Insurance Reserve -  Scope 
 
The District is exposed to various risks related to torts, theft, damage, destruction of 
assets, errors and omissions, injuries to employees, accidents and injuries resulting from 
public access to District lands and facilities, and natural disasters.    The District’s 
financial exposure for automobile and general liability is limited to $100,000 per person 
and $200,000 per occurrence pursuant to Section 768.28, Florida Statutes.   
 
The self-insurance program is accounted for in the District’s General Fund.  Expenditures 
relating to these self-insurance costs are charged to other funds based on a cost allocation 
study.  These expenditures include actuarial estimates prepared by an independent 
consultant firm in compliance with Government Accounting Standards Board Statement 
Numbers 10 and 30 (“GASB 10” and “GASB 30”).  The actuarially-determined funding 
requirements are used to determine the amounts needed to pay prior and current year 
claims and to establish a reserve for catastrophe losses and for losses incurred but not 
reported at year end. 
 
Due to its large geographic area, diverse workforce and functionality, large number of 
assets, public access to District lands and facilities, and the many day-to-day risks faced 
by District in carrying out its mission, the establishment and maintenance of self-
insurance reserves that exceed actuarially-determined reserves is a prudent and sound 
business practice. 
 
Section 110-27.  Self Insurance Reserve - Purpose 
 
The purpose of this policy is to allow an acceptable and reasonable maximum reserved 
fund balance to be maintained in its General Fund resulting from retained earnings of 
ongoing estimated liabilities for workers’ compensation, automobile and general liability 
claims exceeding the actuarially-estimated liabilities, plus the cost associated with actual 
claims incurred and paid out.   
 
Section 110-28.  Self Insurance Reserve Policy 
 
(1) The District may maintain a fund balance reserve for the self-insurance of workers’ 
compensation, general and automobile liability claims -- in excess of the most recent 
actuarially-estimated liability determination – of no more than $10 million in excess of 
such determination. 
(2) Annually, the District’s recorded liability for insurance claims shall be  re-assessed 
and adjusted as necessary considering actual claims paid during the year, and considering 
the estimates of recommended funding levels from the updated actuarial study.   
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(3) For financial statement (Balance Sheet) reporting purposes, a portion of fund balance 
shall be ‘designated’ for insurance claims, the amount of which is based on the estimated 
liability at fiscal year end, plus any ‘retained earnings’ resulting from estimated liabilities 
exceeding actual accumulated claims. 
 
Section 110-29.  Self Insurance Reserve- Responsibilities 
 
(1) The Executive Director, or his or her designee may maintain a reserved fund balance 
for self-insurance liabilities, as estimated by an independent actuarial determination, in its 
General Fund of no more than $10 million in excess of such determination. 
 
(2) The Governing Board shall approve any exceptions, modifications, or adjustments to 
this policy and its noted established limitations. 
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SOUTH FLORIDA WATER MANAGEMENT DISTRICT 

 

RESOLUTION NO. _________ 

 

A RESOLUTION OF THE GOVERNING BOARD OF THE SOUTH 

FLORIDA WATER MANAGEMENT DISTRICT RELATING TO 

BUDGETARY AND FINANCIAL CONTROL;  AMENDING THE 

DISTRICT POLICY CODE TO INCLUDE A POLICY REGARDING THE 

DISTRICT’S SELF INSURANCE RESERVE; PROVIDING FOR 

INCLUSION IN THE DISTRICT POLICIES CODE; PROVIDING FOR 

SEVERABILITY; PROVIDING AN EFFECTIVE DATE 

  

 WHEREAS the Governing Board had determined that it is necessary, appropriate 

and in the public interest to adopt and codify a policy regarding the District’s self insurance 

reserve; now therefore 

BE IT RESOLVED BY THE GOVERNING BOARD OF THE SOUTH FLORIDA 

WATER MANAGEMENT DISTRICT: 

Section 1.  The Governing Board adopts the following sections of the District 

Policies Code: 

18 

19 

20 

21 

CHAPTER 110 - FINANCE 

ARTICLE III.  BUDGETARY AND FINANCIAL CONTROL 

Section 110-26  Self Insurance Reserve - Scope 22 

23 

24 

25 

26 

27 

28 

29 

The District is exposed to various risks related to torts, theft, damage, destruction of 

assets, errors and omissions, injuries to employees, accidents and injuries resulting 

from public access to District lands and facilities, and natural disasters.    The 

District’s financial exposure for automobile and general liability is limited to $100,000 

per person and $200,000 per occurrence pursuant to Section 768.28, Florida 

Statutes.  The self-insurance program is accounted for in the District’s General Fund. 

 Expenditures relating to these self-insurance costs are charged to other funds based 
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on a cost allocation study.  These expenditures include actuarial estimates prepared 

by an independent consultant firm in compliance with Government Accounting 

Standards Board Statement Numbers 10 and 30 (“GASB 10” and “GASB 30”).  The 

actuarially-determined funding requirements are used to determine the amounts 

needed to pay prior and current year claims and to establish a reserve for 

catastrophe losses and for losses incurred but not reported at year end.  Due to its 

large geographic area, diverse workforce and functionality, large number of assets, 

public access to District lands and facilities, and the many day-to-day risks faced by 

the District in carrying out its mission, the establishment and maintenance of self-

insurance reserves that exceed actuarially-determined reserves is a prudent and 

sound business practice. 

Section 110-27   Self Insurance Reserve - Purpose 41 

42 

43 

44 

45 

46 

The purpose of this policy is to allow an acceptable and reasonable maximum 

reserved fund balance to be maintained in its General Fund resulting from retained 

earnings of ongoing estimated liabilities for workers’ compensation, automobile and 

general liability claims exceeding the actuarially-estimated liabilities, plus the cost 

associated with actual claims incurred and paid out.   

Section 110-28.   Self Insurance Reserve - Policy 47 

48 

49 
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52 

53 

54 

55 
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57 

58 

(1) The District may maintain a fund balance reserve for the self-insurance of 

workers’ compensation, general and automobile liability claims -- in excess of the 

most recent actuarially-estimated liability determination – of no more than $10 million 

in excess of such determination. 

(2) Annually, the District’s recorded liability for insurance claims shall be re-assessed 

and adjusted as necessary considering actual claims paid during the year, and 

considering the estimates of recommended funding levels from the updated actuarial 

study.   

(3) For financial statement (Balance Sheet) reporting purposes, a portion of fund 

balance shall be ‘designated’ for insurance claims, the amount of which is based on 

the estimated liability at fiscal year end, plus any ‘retained earnings’ resulting from 

3636



 
 
3 

59 estimated liabilities exceeding actual accumulated claims. 

Section 110-29.   Self Insurance Reserve- Responsibilities 60 

61 

62 

63 

64 

65 

66 

(1) The Executive Director, or his or her designee, may maintain a reserved fund 

balance for self-insurance liabilities, as estimated by an independent actuarial 

determination, in its General Fund of no more than $10 million in excess of such 

determination. 

(2) The Governing Board shall approve any exceptions, modifications, or adjustments 

to this policy and its noted established limitations. 

Section 2.  Inclusion of Sections 1 of this resolution in the District Policies Code is 

authorized and directed. 

67 

68 

Section 3.  If any section, subsection, subdivision, paragraph, sentence, clause or 

phrase of this resolution is for any reason held to be unconstitutional or invalid or ineffective 

by any court of competent jurisdiction, such decision shall not affect the validity or 

effectiveness of the remaining portions of this resolution.   

69 

70 
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72 

Section 4.  This resolution shall take effect immediately on adoption.  73 

74 

75 

76 

77 

78 

79 

80 
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PASSED and ADOPTED this ___ day of __________, 2008. 

 

SOUTH FLORIDA WATER MANAGEMENT 

DISTRICT, BY ITS GOVERNING BOARD 

By: 

_____________________________________ 

            Chairman                          

ATTEST 

 

__________________________ 

District Clerk      Approved as to form:     

BY: __________________________ 

        Office of Counsel 
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M E M O R A N D U M 
 

 
TO:  Audit and Finance Committee Members 
 
THROUGH: Sandra Close Turnquest, DED, Corporate Resources 
  Paul E. Dumars, Sr., Chief Financial Officer 
 
FROM: Aaron M. Basinger, Director, Finance and Administration 
 
DATE:  August 13, 2008 
 
SUBJECT:  Self-Insurance Reserve Policy 
 
 
Objective 
The objective of this memo is to propose that the Audit and Finance Committee recommend to 
the Governing Board that a formal policy be adopted allowing a reserve within the District’s 
“Self-Insurance Fund” (Fund 601) -- in excess of established actuarial requirements -- to meet 
the funding needs of extraordinary and/or unanticipated general liability, workers compensation 
or automobile liability claims.   
 
The recommended reserve amount may fluctuate from year to year, dependent upon funding 
levels and claims made exceeding actuarially determined amounts, but would be set at a 
maximum level not to exceed $10.0 million.  Management feels that such a reserve is prudent 
based upon the District’s extensive geographic area, large number of assets, public access to 
District lands and facilities, and the many day-to-day risks faced by the District, its staff, and 
contractors in carrying out its mission.  
 
Issue 
For the past three years, the District’s external auditor (Sharpton, Brunson & Company, P.A.) 
has issued a management letter comment that funding levels in the District’s Self-insurance 
Fund – a Fund established by the District to pay three specific types of liability claims (workers 
compensation, automobile, and general liability) – should only reflect funding levels required to 
meet actuarially determined liabilities, and include no additional reserves.  Or, if additional 
reserves are to be included in the fund, a Governing Board policy should be adopted that 
approves the maintenance of such a reserve.    
 
Management concurs with this comment and feels that is fiscally prudent to allow a reserve to 
be maintained within the District’s Self-Insurance Fund -- in excess of calculated actuarial 
requirements -- in order to meet unanticipated claims.  In fact, a large general liability claims bill 
(in the amount of nearly $4.0 million) requiring payment by the District was recently passed 
during the 2008 Legislative Session and signed by the Governor.   
 
For the aforementioned reasons, management recommends that the Governing Board approve 
a formal policy allowing a reserve to be maintained within the District’s Self-Insurance Fund.   
 
Options 

1. Continue the existing practice of funding a reserve within the District’s Self-Insurance 
Fund in the absence of a formal Governing Board policy.  Continuing with this option will 
result in an on-going management letter comment from our external auditors.  
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2. Eliminate all reserves within the District’s Self-Insurance Fund that are in excess of 
calculated actuarial requirements.  Management believes this option is not fiscally 
prudent and leaves the District vulnerable in the event of large unanticipated claims – 
such as during the current fiscal year when the Legislature passed a large ($4.0 million) 
general liability claims bill, requiring payment by the District. 

3. Adopt a formal policy allowing an adequate and reasonable level of funding reserves 
within the District’s self-insurance fund.       

 
Recommendation 
Management proposes that the Audit and Finance Committee recommend that the Governing 
Board adopt a policy directing the Executive Director, or his or her designee, to allow a reserve 
balance for self-insurance liabilities that is no more that $10 million in excess of actuarially 
determined claims liabilities.   
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8. Public Comment
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